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Simplifying the Compilation of Multi
company Consolidated Statements
By William R. Donaldson

A flood of articles on consolidated statements and their pecu
liar characteristics and difficulties has appeared, but not until Mr.
Peloubet’s paper in the June Journal of Accountancy has the
writer noticed any contribution toward the mechanical angle of
compilation other than the customary side-by-side method of
arranging and cross-footing individual balance-sheets and trading
and profit-and-loss accounts to be consolidated. From the increas
ing interest shown in the subject generally (evidenced by the
frequency with which articles on various phases are published,
and also the recurrence of questions submitted to the Students'
Department of The Journal of Accountancy) it does seem as
though practitioners are being faced continually with the work
of preparing elaborate consolidations requiring, not only great
labor, but, more important still, much valuable time. While
perhaps from the viewpoint of the public accountant this problem
is met only on the occasion of the annual audit of the holding
corporation and its subsidiaries, the comptroller faces it often and
he must exert every ounce of pressure and work far into the
night to complete his consolidated financial statements in time
for the regular monthly meeting of the board of directors.
Not only has the economic tendency toward consolidation of
enterprises found form in the holding company, but, as well, the
natural growth of a one-corporation business sooner or later
attains a stage where, in the pursuit of interstate commerce, sub
jection to local state laws affecting “doing business” and “taxation
of foreign corporations” makes it wiser to create separate cor
porate units. This condition may be seen all around us, multi
company consolidations being exemplified forcibly in several
well-known public-utility holding companies and in nation-wide
theatrical and motion-picture circuits. Recognizing, then, that
preparation of consolidated statements is to be an ever increasing
duty of the public accountant, and an even greater duty of the
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companies’ own accounting executives, and that time is of the
essence of their compilation, let us bring the mountain to
Mohammed rather than Mohammed to the mountain and so design
our entire scheme of accounts that consolidation may be facili
tated. After all, the accounts in the ledger are planned to lead
up to and fit in with the assets, liabilities and capital accounts of
the balance-sheet and with the income and expense designations
of the trading and profit-and-loss account. A “chart of accounts”
which will effect this purpose in a one-corporation enterprise may
be quite unsuited for consolidations and, when a multi-company
consolidation is involved, is almost impossible.
In sequel to Mr. Peloubet’s excellent treatise, and carrying the
ramifications of consolidation beyond the point to which he brings
them, there is outlined a method of simplifying and accelerating
the compilation of multi-company consolidated statements, now in
successful operation in an enterprise of about a hundred cor
porations in which there is the additional complication of holding
companies subsidiary to the main holding company and minority
interests outstanding in nearly fifty corporations. By this method,
monthly consolidated statements are obtained in a few hours’
time and with a minimum of effort. All generally accepted prin
ciples of consolidation are adhered to and no short-cuts are taken
other than those resulting from the system to be outlined. The
novel features are (1) number-coding of consolidated accounts;
(2) application of punched card, sorting and tabulating machinery.

Code-numbering companies and accounts:
A three-number code is used. The first 199 numbers
(001-199) are assigned to the corporations from the parent
through all subsidiaries, leaving unassigned a fair margin for
expansion. Numbers 200 to 999 are allotted to accounts to be
reflected in the consolidated balance-sheet, somewhat on the
following basic arrangement:
Intercompany current accounts ................................... 001 to 199
Eliminating on consolidation:
(Note—The account number used for each ac
count is the same as the number assigned to the
company.)
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Assets:
Current ........................................................................
Fixed ...........................................................................
Investments.................................................................
Investments (holdings) in subsidiary corporations.
Prepaid items and deferred charges........................
Patents, trade-marks, goodwill, etc.............................

200 to 299
300 to 399
400 to 449
450to499
500 to 549
550 to 599

Liabilities:
Current........................................................................
Long-term and funded..............................................
Deferred credits and reserves..................................

600 to 699
700 to 749
750 to 799

Capital:
Capital stock...............................................................
Surplus (to beginning of year) ................................
Profit-and-loss (for year) ........................................

800 to 849
850 to 899
900 to 999

In turn each section shown is developed down to the classifi
cation of the consolidated statements. For example: cash on
hand and in bank is numbered 200; accounts receivable, 210; notes
receivable, 220; finished-product inventory, 230; work-in-process
inventory, 240; raw materials and supplies inventory, 250, etc.
Similarly, under fixed assets, land is 300; buildings, 310;
machinery and tools, 320; other equipment, 330; leaseholds, 340;
reserve for depreciation, 390, etc. Sub-accounts down to the
third number may be created if it is thought advisable to prepare
more detailed statements. For example: reserve for depreciation
on buildings, 391; on machinery and tools, 392; on other equip
ment, 393; on leaseholds, 394, etc. The code numbers are placed
on the ledger sheets and in preparing trial balances these account
numbers are taken off with the title of the account. Several
accounts of any one company may of course be classed with the
same code number, as it is immaterial how finely the accounts are
broken up on the individual books.
After creating account classifications to appear in the con
solidated statements, similar classifications to collate the inter
company eliminations must be originated. It is at this point that
the chart of accounts departs from the usual practice, in that it
causes individual companies’ accounts subject to eliminations to be
separately stated and coded. These eliminations may be grouped
generally as shown on the following page.
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BALANCE-SHEET

Debits
(1) Intercompany current ac
counts (debit balances).
(2) Notes, bonds or other evi
dences of indebtedness
of subsidiary compa
nies, at cost.
(3) Capital stock owned in
subsidiaries—at cost.

Credits
(1) Intercompany current ac
counts (credit balances ).
(2) Proportion of notes, bonds
or other indebtedness
held by holding com
pany.
(3) Ownership in net worth
of subsidiary at date of
acquisition, represented
by
(a) Proportion of cap
ital stock.
(b) Equity in surplus
(or deficit) at
date of acquisi
tion.
(4) Profit-or-loss for year
(4) Intercompany profit in
inventories.
and/or surplus.
In like manner, the intercompany profit-and-loss items are sepa
rately coded under the 900 to 999 series:
PROFIT-AND-LOSS AND SURPLUS

Debits
Intercompany purchases.
Dividends paid to holding
company.
Interest paid to holding
company.
Commissions, manage
ment fees, etc., paid to
holding company.

Credits
(1) Intercompany sales.
(2) Dividends received from
subsidiary companies.
(3)
(3) Interest received from
subsidiary companies.
(4) Commissions, manage
(4)
ment fees, etc., received
from subsidiary com
panies.
(5) Intercompany profit in
(5) (Eliminated in balanceinventories.
sheet—see above).
When a company’s trial balance is in reality composed of
several separate trial balances of factory ledgers, private ledgers
and general ledger, one account number should be assigned with
which all inter-ledger controls should be coded. The debit and
credit assembly of these accounts as subsequently described offsets
and acts as an elimination.
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This separate codification of eliminating accounts operates as
follows:
(1) Intercompany current accounts. If all intercompany
transactions have been picked up on the books, the total debits
and credits of the 001-199 series will of necessity equal each
other. Should it be the practice to carry intercompany current
accounts as part of the regular accounts receivable and accounts
payable, an adjustment column on the trial balance should be
used, in which the controlling accounts are debited or credited
as the case requires, and the company should be set up as a
separate account on the trial balance and code-numbered.
Items in transit may be similarly treated.
(2) Notes, bonds, etc., on the books of the company
carrying these assets, should be set up in a separate account
and assigned code numbers under the 450 to 499 series to
identify them as eliminating items. On the books of the debtor
company, under the 600 or 700 series (depending on whether
short or long-term obligations) a separate account to show the
proportion owned should be created. For example, assume that
a subsidiary has outstanding a bond issue of $3,000,000.00 of
which 50 per cent. is owned by the parent corporation. The
books of the subsidiary would contain two accounts: 460,
funded debt of subsidiaries owed to public—$1,500,000.00, and,
470, funded debt of subsidiaries owed to parent corporation—
$1,500,000.00. The ledger account title would of course describe
the security more in detail as to nature, maturity, etc.
(3) Intercompany stock holdings are coded on the books
of the holding company under the 450-499 series, while the
capital stock and the surplus accounts of the subsidiary itself
are coded under the 800-849 and 850-899 series respectively to
separate the percentage of intercompany and outside owner
ship. For example, the total stock outstanding is $5,000,000.00,
of which 80 per cent. was purchased by the parent company at
a date when the surplus of the subsidiary amounted to $1,000,000.00 The accounts of the subsidiary are:

830—Capital stock (common) owned
intercompany ................................. $4,000,000.00
840—Capital stock (common) owned by
outsiders ...................................................... 1,000,000.00
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860—Surplus at date of acquisition
Intercompany equity ................................ $ 800,000.00
870—Surplus at date of acquisition
Outsiders’ equity . ....................
200,000.00
As a result of so separating and setting up this surplus
account, that part of the surplus accruing since the date of
acquisition is carried in another account.
(4) Intercompany profit in inventories can under some
conditions be segregated in a separate account. But if this is
not practicable, expression can be given through use of the
adjustment column, crediting the inventory accounts and
setting up the intercompany profit at the foot of the trial
balance and code-numbering it under the 200 series.
Assembling.
Trial balances adjusted and coded as described are punched
into cards as follows—one card for each account appearing on
the trial balances:

1 Yr.

CONSOLIDATED STATEMENTS
2

MO.

00

0

3
Co.
No.

4

5
Acct. Percent
No. age Owned

0 0 00 0 00

00 0 0

6
Debit Amount

X. Y. Z. COMPANY
7
Credit Amount

0000000000 0000000000 00000000000

1 1 1 111 111 11111 11 11 1 1 1 1 1 1 11111111111
2 2 2 2 2 2 2 2 2 2 2 2 2 2 2222222222 2222222222

3 3 3 3 33 3
44 44 4 44
5 5 5 5 5 5
66 66 6 66

3
4
5
6

33
44
55
66

33
44
55
66

3
4
5
6

3 3333333333
4 4444444444
5 5555555555
6 6666666666

11111111111
22222222222

3333333333 33333333333
4444444444 44444444444
5555555555 55555555555
6666666666 66666666666

7 7 7 7 7 7 7 7 7 7 7 7 7 7 7777777777 7777777777 77777777777
8 8 8 8 8 8 8 8 8 8 8 8 8 8 8888888888 8888888888 88888888888
9 9 9 9 9 9 9 9 9 9 99 9 9 9999999999 9999999999 99999999999

Columns 1, 2, 3 and 5 may be “gang-punched” for each
company, leaving only columns 4, 6 and 7 to be punched
separately. Column 5 need be punched only for less than 100
per cent. owned companies. After punching the cards of each
company, trial balance may be run off on the tabulator (or
printer) and proved as to proper punching. Debit and credit
amount accumulations should of course equal each other.
Cards are then placed in the sorting machine and sorted into
account numbers in company-number sequence, after which
they are placed in the tabulator and listed and totaled to arrive
at amounts to be carried into the consolidated statements.
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Account numbers assigned for elimination are “washed”
against each other according to the schedule above, the debit
or credit excesses (if any) being carried to the proper accounts
in accordance with the customary accounting practice, i. e.,
excess of cost of stock over net worth at date of acquisition
added to the goodwill accumulation sheet (550-599 series) ;
intercompany profit in inventories deducted from profit-andloss and/or surplus accumulations sheets (900 and 950-999
series), etc.
It is a good plan to punch one card with the net profit or
loss for each company, utilizing these cards to prove and make
up the balance-sheet, thus permitting the many cards of the
detail profit-and-loss accounts to be used exclusively in assem
bling the trading and profit-and-loss statement. To determine
the parent company’s equity in the surplus since date of
acquisition, and in the net profits for the period, the sheets
of the surplus and of the “net profit” accumulations should be
given to a clerk who makes such calculation based on the
parent company’s percentage of ownership appearing opposite
each such amount (see column 5 of card), placing by hand the
result of his calculations in an eighth column on the sheet.
These eighth columns totaled represent the equity of the
parent company in the surplus since the date of acquisition and
the equity in the earnings for the period respectively; and,
when subtracted from the grand totals of each accumulation,
the remainders measure the equity of the outside interests
therein. These added to the minority’s interest in the capital
stock outstanding and in the surplus to date of acquisition
(accumulated separately as described above) result in the total
of the outstanding minority interest to be shown in the con
solidated balance-sheet.
Before the true earnings of the consolidation are deter
mined, the elimination of intercompany profits in inventories
(as indicated above) and of intercompany dividends must be
made. To facilitate the elimination of intercompany dividends,
the “dividends paid” account on the books of the subsidiaries
should be kept in two accounts under the 850-899 series:
“dividends paid to holding company” and “dividends paid to
outside interests.” The former account eliminates against the
total net profits accruing to the consolidation, as the inter
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company dividends received will have been included in the
net-profits card of the parent company.
All sheets, as run off on the tabulator and adjusted for
eliminations and calculations, should be bound and preserved
as the working papers of the consolidation.
Should occasion arise to prepare statements of financial
standing or earnings of individual companies, the separation
on the books of capital stock, surplus and intercompany
accounts is disregarded, the amounts thereof being combined
for the purpose of such statements with or into the customary
account designations.
The writer has not attempted to cover every type of inter
company transaction nor the manner of making every
elimination which might be necessary, but he feels that the
outline presented gives the accountant sufficient grasp of the
theory and of the practice of machine consolidation to enable
him to apply the principles to specific problems. The public
accountant may say that to him this article is only of academic
interest, since so few of his clients possess tabulating machine
equipment upon which this work may be accomplished. It is
possible, however, to apply this system to his own engagement
as has been done by the writer in the following manner:
Complete the working trial balances by using the
“adjustment” column to break up the accounts in which are
involved intercompany items, setting up all such eliminations
as additional accounts at the foot of the working trial balances.
Prepare a code of numbers for companies and accounts along
the lines set forth. (This may be done fairly easily and
quickly). Take the completed trial balances to the offices of
a tabulating machine company, where for a reasonable charge a
stock form of card can be adapted to the very simple tabulation
required and cards punched, proved, sorted and tabulated by
its operators, leaving only the work of making eliminations
and calculating equities of holding company and of minority
interests to be done by the accountant. The name of the client
need not be disclosed if, instead of titling the trial balances
with company names, company numbers only are used until
the work has been completed. Or if preferred a junior may
retain custody of the trial balances, calling off to the punch
operator the company numbers, account numbers, amounts, etc.
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